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A FISCAL  AFFAIRS  AGENDA  FOR  THE  NEXT  MAYOR 


The  next  Mayor  of  Boston  will  enter  office  in  January  facing  at  least  four  major 
challenges  in  the  areas  of  municipal  finance  and  management:  1)  provision  of  basic 
services  in  a period  of  fiscal  constraint, 2)  improvement  of  the  budget  preparation  and 
spending  control  processes, 3)  reorganization  of  financial  administration, and  4)  resolu- 
tion of  long-term  fiscal  problems.  Only  after  the  Mayor  makes  a determined  effort  to 
gain  control  over  city  operations,  as  envisioned  in  the  first  three  challenges,  will 
the  City  succeed  in  enlisting  outside  assistance  in  resolving  its  deeper-seated  fiscal 
problems . 

The  state  of  Boston’s  fiscal  affairs  is  a paradox  of  steady  bottom  line  improvement 
while  serious  budget  formulation  and  spending  control  problems  persist.  Over  the  last 
five  years  the  City’s  fund  equity,  its  overall  financial  position,  has  improved  from 
a deficit  of  $27  million  in  fiscal  1978  to  a negative  $731,000  in  fiscal  1982.  During 
the  same  time,  as  a result  of  weak  control  systems,  Boston  has  incurred  a deficiency 
of  revenues  over  expenditures  each  year  for  an  aggregate  of  $141.9  million.  This 
situation  plus  property  tax  limits  and  a growing  share  of  city  operations  devoted  to 
fixed  costsjsuch  as  pensions>have  contributed  to  a poor  credit  rating  for  Boston. 

Moody’s  Investors  Service  has  given  a Bal  rating  to  the  City’s  recent  $30  million  bond 
issue.  While  an  improvement  over  the  Ba  rating  given  in  July,  1981,  the  rating  is 
still  below  investment  grade. 


Service  Priorities  In  A Tight  Fiscal  Environment 

Early  estimates  indicated  that  there  would  be  a sizeable  shortfall  between  spending 
and  revenues  both  this  year  and  next  unless  decisive  efforts  were  taken  to  close  the 
gaps.  This  problem  stems  in  part  from  the  City’s  rush  during  the  past  two  years  to 
increase  departmental  spending  despite  revenue  limits.  The  City’s  intention  to  use  as 
much  as  $100  million  in  non-recurring  revenues  from  Tregor  funds  and  sales  of  city- 
owned  garages,  some  $38  million  more  than  first  estimated , would  reduce  but  not  eliminate 
this  year’s  problem.  However,  such  reliance  would  add  substantially  to  the  shortfall 
problem  in  fiscal  1985. 

No  one  runs  for  Mayor  to  maintain  the  status  quo  or  cut  services.  The  next  Mayor 
will  come  with  new  initiatives,  new  programs,  new  directions  for  the  City.  However, 

1984  will  be  much  different  than  1968,  the  first  year  of  the  White  Administration,  The 
next  Mayor  will  take  the  oath  of  office  in  an  environment  in  which  new  directions  of 
any  scale  must  be  weighed  against  the  provision  of  essential  services  and  the  cost  of 
all  services  must  fit  within  the  revenue  constraints.  To  get  things  in  balance  the  new 
administration  will  need  a clear  sense  of  priorities.  With  tight  revenue  limits, renewed 
emphasis  must  be  placed  on  productivity  and  improved  service  delivery.  Above  all  there 
must  be  a commitment  to  living  within  the  City’s  means. 

Improved  Budget  And  Spending  Control  Process 


Three  months  after  taking  office  the  new  Mayor  must  present  the  fiscal  1985  budget  to 


the  City  Council.  That  is  a formidable  task  for  a new  administration.  It  becomes 
more  so  if  the  budget  process  is  to  become  a credible  program  for  policy  formulation 
and  expenditure  control.  Boston  has  ended  each  of  the  last  two  fiscal  years  with 
operation  and/or  revenue  deficits  in  excess  of  $40  million.  Such  deficits  undermine 
the  legitimacy  of  budget  formulation  and  render  the  City's  fiscal  plans  meaningless. 

The  next  Mayor  should  develop  four  primary  budgets--  for  revenue,  expense,  external 
funding  and  capital  outlays.  Those  should  then  be  integrated  together  into  an  all- 
inclusive  policy  document,  showing  the  entire  range  of  services  provided  by  each  depart- 
ment and  agency  and  the  resources  to  support  them.  The  current  year's  comprehensive 
budget  should  include  projections  applicable  to  the  next  two  or  three  years. 

Linder  Proposition  IH,  with  legal  limits  placed  on  the  City's  own  tax  resources, 
a revenue  budget  should  be  prepared  first  to  establish  the  parameters  for  the  City's 
fiscal  plans.  The  operating  expense  budget  should  be  comprehensive,  including  fixed 
cost  items  such  as  debt  service,  pensions,  state  and  metropolitan  assessments,  reserves 
for  abatements  and  provision  for  prior  year  deficits.  These  items  should  be  prepared 
by  program  or  activity  to  allow  the  Mayor  to  establish  service  priorities  within  and 
among  departments  and  agencies. 

A separate  budget  should  be  established  for  all  programs  and  services  financed  by 
federal  revenues,  state  grants  and  other  external  funds.  Moreover,  a formal  capital 
budget  should  be  prepared  for  each  year  and  folded  into  a five-year  program  of  capital 
outlays.  Tlie  coordination  of  all  four  budgets  would  allow  the  Mayor  to  balance  essential 
services,  new  initiatives  and  fixed  costs  against  the  City's  total  resources. 

During  the  last  two  years  city  and  school  officials  have  begun  to  develop  and 
improve  both  financial  and  management  information  systems.  Continued  refinement  of 
these  efforts  should  enable  the  new  Mayor  to  implement  the  above  suggestions  in  a 
relatively  short  period  of  time. 

As  the  budget  is  broken  down  by  programs,  sufficient  interest  will  demand  a similar 
breakdown  by  the  nine  representative  districts.  The  new  Mayor  should  recognize  that 
such  an  allocation  will  result  in  continual  pressure  for  more  resources  for  each  district. 
Tliose  demands  must  be  prioritized  and  fit  within  the  City's  revenue  parameters. 

The  continuing  credibility  of  the  City's  fiscal  process  depends  on  the  ability  of 
the  Mayor  to  keep  actual  expenditures  within  authorized  appropriations.  The  key  to  the 
effectiveness  of  the  budget  process  is  the  Mayor's  own  commitment  to  initiate  and  main- 
tain a balanced  operating  budget.  Information  systems  are  available  to  pinpoint  and 
correct  potential  spending  or  revenue  problems  that  may  arise  during  the  year.  How  they 
are  used  depends  on  the  range  and  depth  of  the  disciplinary  efforts  of  the  Mayor  and 
his  fiscal  management  team. 

Reorganization  Of  Financial  Administration 


Limits  on  resources  will  make  it  necessary  for  the  Mayor  to  emphasize  strong 
financial  management  and  efficient  delivery  of  services.  One  of  the  first  decisions 
to  be  made  is  whether  to  continue  with  the  position  of  Deputy  Mayor  for  Fiscal  Affairs. 
This  and  other  deputy  mayor  positions  have  been  created  by  executive  order  and  have  no 
legal  authority.  To  provide  for  the  needed  coordination  of  financial  management  and 
the  oversight  of  operations,  the  Mayor  should  utilize  the  existing  Administrative 
Services  Department  and  Board  structure.  The  Board,  created  by  ordinance  in  1953,  is 
headed  by  a Director  who  theoretically  coordinates  the  activities  of  the  divisional 
components  of  the  Administrative  Services  Department  such  as  Budget,  Personnel,  Data 
Processing  and  Purchasing.  To  assist  the  Director,  the  position  of  Deputy  Director  for 
Fiscal  Affairs  was  established,  but  is  presently  vacant.  Also,  serving  as  ex  officio 
members  of  the  Board  are  the  City  Auditor,  Collector-Treasurer  and  Commissioner  of 


Assessing.  The  Director,  with  consistent  support  from  the  Mayor  and  ordinance  amend- 
ments, could  become  a strong  Chief  Financial  Officer.  With  legal  authority  and  coor- 
dination responsibility,  the  Director  would  be  in  a position  to  supervise  the  fiscal 
and  top-level  management  efforts  of  the  City.  Restoring  the  Director's  original 
powers  and  granting  him  appointment  power  over  all  members  of  the  Board  are  among  the 
steps  that  should  be  taken  by  the  Mayor  to  strengthen  the  City's  financial  management 
system. 

Other  keys  to  effective  management  and  service  delivery  will  be  what  qualifications 
the  Mayor  looks  for  in  department  heads,  the  policies  which  govern  his  appointments 
to  non-Civil  Service  positions,  his  views  on  contracting  out  city  services,  and  how  the 
Mayor  would  use  the  delegation  of  Civil  Service  responsibilities  to  strengthen  the 
City's  merit  system. 

Fiscal  Relief  Options 

Boston's  fiscal  problems  require  long-term  solutions  which  the  Mayor  should  discuss 
in  the  campaign  and  begin  to  address  upon  taking  office.  As  long  as  the  City  must  rely 
on  the  property  tax  levy  to  fund  almost  40%  of  its  current  service  requirements,  the 
prospect  of  continued  gaps  between  revenues  and  expenditures  will  persist.  Boston  and 
other  cities  face  potential  shortfalls  in  fiscal  1985  and  beyond  because  their  revenue 
structures  may  not  support  normal  expenditure  growth.  One  of  the  first  steps  the  new 
Mayor  should  take  is  to  begin  working  with  the  Governor,  the  Legislature  and  the  new 
Tax  Study  Commission  to  develop  statutory  recommendations  that  would  give  certainty 
to  the  sharing  of  the  growth  taxes  between  the  state  and  its  municipalities.  A mechanism 
to  fairly  distribute  the  local  share  of  these  taxes,  taking  into  consideration  service 
demands,  must  then  be  established. 

Other  fiscal  relief  options  should  be  considered  but  only  after  the  Mayor  makes 
a determined  effort  to  reduce  non-essential  spending  and  impr-ove  the  delivery  of 
departmental  services.  Such  options  include  the  transfer  of  functions  now  administered 
and  financed  by  the  City  to  other  governmental  entities.  For  example,  county  jail 
and  correctional  services  could  be  transferred  to  state  jurisdiction.  This  change  would 
link  the  judicial  and  correctional  service  systems  together  under  unified  state  respon- 
sibility and  would  relieve  Boston  of  $10  to  $12  million  in  annual  expenses.  Also,  the 
maintenance  costs  of  county  courthouses  could  be  assumed  by  the  state  or  an  authority 
established  for  that  purpose. 

Revenue  sources  for  the  MBTA  should  be  diversified  to  reduce  the  Authority's  in- 
direct reliance  on  the  property  tax.  The  local  share  of  the  MBTA  deficit  is  now  allo- 
cated among  the  79  communities  in  the  MBTA  district.  Boston  is  assessed  for  42%  of  the 
deficit  which  this  year  will  cost  some  $41  million. 

New  non- tax  and  local  tax  revenue  sources  should  be  examined.  Boston  remains 
unique  among  comparable  cities  in  having  the  property  tax  as  its  only  local  tax  source 
to  finance  operations.  However,  whether  a potential , revenue  source  would  hurt  the 
local  economic  activity  must  be  considered.  One  benefit  tax  that  would  have  minimal 
impact  on  the  City's  economy  is  a local  excise  on  parking  facilities.  This  excise 
would  produce  over  $10  million  for  Boston. 

Long-standing  funding  problems  facing  the  Commonwealth's  103  public  pension  systems 
will  require  legislative  help.  Proposition  2%  has  prohibited  Boston  from  dealing  with 
this  problem  entirely  on  its  own.  Currently  the  City  finances  employee  retirements  on 
a totally  pay-as-you-go  basis  with  no  money  set  aside  for  future  obligations.  Boston's 
unfunded  net  pension  liability  is  about  $1.2  billion.  Pension  costs  this  year  will  be 
$102  million,  an  increase  of  22%  over  last  year. 


Massachusetts  should  establish  a PILOT  program  (payment  in  lieu  of  taxes)  under  which 
the  state  makes  payments  to  municipalities  to  partially  offset  the  current  taxes 
they  lose  through  the  presence  of  state-owned  property.  This  program  should  include 
private,  tax-exempt  institutions  that  serve  the  metropolitan  population.  Inclusion 
of  those  institutions  would  recognize  that  their  benefits  are  regional  and  that 
their  municipal  service  costs  should  not  be  borne  primarily  by  their  host  community. 
Presently  the  Commonwealth  owns  2,057  acres  in  Boston  and  will  pay  the  City  $1.4 
million  for  loss  of  taxes Massport,  on  the  other  hand,  owns  2,453  acres  in  Boston 
and  this  year  is  expected  to  make  an  in  lieu  of  tax  payment  of  $4.9  million.  Altogether, 
the  Commonwealth  and  six  public  authorities  own  about  6,460  acres  in  Boston,  23%  of 
the  City's  total  land  area.  Of  the  six  authorities,  only  Massport  makes  an  in  lieu  of 
tax  payment. 

Conclusion 


Thus, to  gain  control  over  City  operations,  the  Mayor  must  tackle  the  administrative 
chores  first.  Tnat  control  will  not  only  enable  the  Mayor  to  blend  some  new  initiatives 
with  the  high  priority  services,  it  will  also  encourage  the  enlistment  of  outside  help 
in  resolving  longer-term  and  deeper-seated  problems. 


Samuel  R.  Tyler 
Executive  Director 
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